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Jdeworandum F6=-70

Subject: Study 77.330 - Wonprofit Corporations (Conforming Changes——
Cooperative and *futval Corporations)
This memorandum considers the subject of cooperative corporations
and proposes several conforming chanpes. Attached as Lxhibit T is a
copy of the Cooperative Corporation Law, Part 2 (comencing with Section
12209) of bivision 3 of Title 1 of the Corporations Code. Also attached

is a draft of conforming changes sugpested by the staff.

I. COOPERATIVE CORPORATIQNS

Background
Hature of cooperative corporations. Cooperative corporations are a

distinct form of organization. A cooperative corporation may be orga-
nized with shares or with mewmberships or both. The siiareholders or
members characteristically have z common interest in marketing or pur-
chasing products, and the corporation is democratically controlled
(i.e., frequently one vote per shareholder or member), may pay Iinterast
on investwments in a limited amount (five or eight percent in Califor-
nia), and way return net profits to the members in the form of limited
dividends per share or membership on the hasis of their participation in
the activities of the cooperative. GSee U.S. Bureau of Labor Statistics,

vep't of Labor, Bull. ¥o. 1211, Consumer Cooperatives 2 (1957),

Cooperatives resemble nonnrofit corporations in that they are
frequently wembership orgarizations and the cooperative does not seek a
profit for itself. lience, Section 54933 of the Yool and Asricultural
Code states that agricultural cooperatives are “'nonprofit’, since they
are not orpanized tc make profit for themselves, as such, or for their
memtbers, as such, but only for their wembers as producers.” TFor a
similar section, see Corp. Code . 13203 (fish marketing cooperatives).
Despite these statutory exhortations, it is generally understood that
cooperatives are a variety of business entity. GSee, e.p., Jensen, et.
al., Report of Part of ths Committee on Classification and Terninoloegy,

1942, in Cooperative Corporate Association Lav—-1950, at 75~76 (Anerican

Institute of Cooperatiom 1950}, Jaenke, Cooperatives: The Clear Alter-

native, in Proceedings of the Mational Symposius on Cooperatives and
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the Law 2-3 (dadison, Wisc., April 23-25, 1974): Couper, Jrganizing

Cooperatives, in California Farm & Danch Law § 1i.1 {Cal. Cont. Ed. Bar

1$67). Hew York and Pennsylvania, which both have enacted modern non-
profit corporation laws, placed cooperatives under the business corpora-
tion law or corporation for profit law rather than under the nonprofit
corporation law,

Cooperatives nay be exempt from income taxes. Section 521 of the
Internal Revenue Code of 1954 provides an exemption for farmers' cooper-
ative organizations. One qualification for the exeauption is that orga-
nizations having capital stock may not pay dividends exceeding the
state's legal rate of interest or eight percent, whichever is greater.
Exemptions are alsc provided for certain credit unions, cooperative
banks, mutual savings banks, and mutual insurance companies. Int. Fev,
Code of 1954, 5 32i¢c)(14), (13).

California statutes, California has three significant statutes

pursuant to which cooperatives may he formed:

I. Cooperative corporations. Corporations Code Sections 12200-

12956 (2 copy of these provisions is attached as Txhibit I), Part 2 of
Division 3 of Title !, relates to cooperative corporations “composed of
ultimnate producers or consumers, or both, organized for the purpose of
conducting any lawful business primarily for the mutual benefit of its

' This law will be referred to in this memorandum as the

shareholders.,'
Looperative Corporation Law.

2. Fish marketing cooperatives. he Fish Harketing Act, Corpora-

tions Code Sections 13200-13356 (Part 3, Division 3, Title 1), nrovides
for the organization of “associations” of persons engazed in the pro~
duction of fishery products.

3. Agricultural cooperatives., Food and Agricultural Code Sections

54001-54294 (Chapter 1, Division 20) »srovides for the formation of "as-
sociations™ of producers of farm products. The chapter is entitled
“nonprofit cooperative associations'’: this meworandum will refer to such
corporations as agricultural cooperatives.

These bodies of law are larpgely self-sufficient: however, they each
incorporate portions of other laws. The Agricultural Cooperative Law

and the Fish rlarketing Act incorporate only the General Corporation Law.
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The Cooperative Corporation Law incorporates both the Ueneral Corpora-
tion lLaw aad the General .onprofit Corporation Law. Of course, wvhere
each of these special laws contains provisions that vary from the provi-
sions found in the general laws, the special provisions prevail.

Yhile there are many similar or identical provisions in the three
cooperative corporation laws, each has its unique provisions. Accord-
ingly, it is difficult to generalize when it comes to describing the
detailed provisions governing cocperative corporations. The state of
the law is all the wore confusing when the enactrment of the new General
Corporation Law and the prospective epactment of 2 new Senmeral Nenprofit
Corporation Law are taken into accoun:. 7The extent of necessary or
advisable conforning revisions to be included inm the Comnission's recom=-
mendation is a difficult and cowplez matter to decide.

Ideally, the entire subject of cooperative corporations should re-
celve separate study. CF course, that is not a topic specifically in-
cluded on the Commission's agenda and would be a substantial and impor-
tant undertaking. however, we shouvld do something about the Cooperative
Corporation Law inesmuch as it incorporates the existing General “on~
profit Corporation Law, which we plan to repeal. It is arguable that
the Commission study should cover the cther major cooperative laws since

they declare by statute tihat they are of = nenprofit pature.

Staff Becommendaticns

Apricultural cooperatives and fish warketing cooperatives. The

staff reconmends that the laws relating to agricultural cooperatives and
fish marketing cooperatives be left alone since they do not incorporate
the General Jonprofit Corporation Law. Tuis means that they will con-
tinue to cperate under their own law and, to the extent incorporated or
generally applicable, they will ke noverned by the old General Corpora-
tion Law in effect on ecember 31, 1976. ‘ee Assembly Bill 2349,

% 43.5, proposing to amend Cal. Stats. 19%5, Ch. 682, 7 16; Assembly
Lill 2849, 5 1.3, proposiug to amend Corp. Code i 102, as enacted by
Cal. Stats. 1975, Ci. 582, J 7 (operztive Jan. 1, 1977). (We would also
leave Civil Code Sections 653aa znd 653ee untouched. These sections,
leftovers from the 1923 act that was codified in the Azxricultural Code
in 1933, are almost identical to Sections 54031 and 54032 of the Food

and Agriculturzsl Cede.)
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Cooperative corporaticns under Lorporations Code, e decision
p

regarding cooperative corporations under Tart 2 of Division 3 of Title :
of the Corporations Code is more complicated. Section 12295 provides
that Division 2 (the General Jomprofit Corporation Law) applies to
cooperative corporations rorwed under Part 2 absent a conflicting provi-
sion in Part 2. Cection 12206 provides for an amendment of articles in
the manmner provided in the General Corporation lLaw by a corporation
desiring to be governed by Part 1. Sectien 12900 provides that a coop-
erative corporation may amend its articles in the vanner prescribed by
the General Corporation Law. The remainder of Part 2 does not incorpo=-
Tate any other law. "he existing General monprofit Corporation Law
refers over to the General Corporation Law, thus picking up provisions
applicable to cooperative corporatious that have shareholders. This
feature of the old Seneral Cornoration Law will be eliminated in the new
law, which will apply ounly to wembership corporations.

Uther than a complete revision of this area of the law, the staff
notes the following aiternative dispositions of the Cooperative Corpora-
tion Law:

1. Leave cooperative corporations under the old General donprofit

Corporation Law, The obvious drawbacks of this alterpative are that two

nonproiit corporaticn laws remain in force for different types of cor-
porations and that practitiomerc have to retain old codes. One oal of
the staff is to repeal the existiug 3eneral .onprofit Corporation Law
and to have no corporation thereafter subject to the repealed statute,
This alternative would defeat that goal. The berefits of this alterna-
tive are that the law governing cooperative corporations remains the
same and that any unforeseen or undesirable comsequences of putting them
under a different body of law are avoided. There will accordingly be
some impetus for those interested in cooperative corporations to revise
the law iu order to avoid the need to refer to the repealed statute.

2. Put cooperative corporations under the existing General Cor-

poration Law. This alternative, like the first, would require the

retention of old codes after the new General Corporation Law soes into
effect. Tt way have some undesirable consegquences as well. However, it
should be remembered that, although cooperative corporations are now

under the existing General Yomprofit Torporation Law, Jection 9002 of
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the General wonprofit Corporation Law incorporates the provisions of the
feneral Corporation Law. ience, in many respects, cooperative corpora-
tions are novw governed Ly the General Corporation Law. To directly
incorporate the existing General Corporation Law would continue this
feature and make the Cooperative Corporation Law consistent with the
Agricultural Cooperative Law and the ¥ish iarketing Act, both of which
incorporate the old Seneral Corporation Law. The existing General
ionprofit Corporation law would cease to have any force.

3. Put cooperative corporations under the new Ceneral Corporation

Law.

(2) Without making anvy technical revisjons. If one believes

that all cooperative corporations should be governed by the business
corporation laws and that the new General Zorporation Law is an improve-
ment over the old law, this alternative has considerable avpeal. lou-
ever, tlhe mere substitution of a reference to the new Seneral Corpora-
tion Law might have unanticipated consequences. Does it make seuse to
put cooperative corporvations under the new General Corporatiom Law
without making technical amendments ir the Cooperative Corporation Law
to conforw it to the new law to the extent that the unique provisions in
the Cooperative Corporation iaw are merely reflections of provisions the
old General Corporation Law that were not retained and are not important
to cooperative corporations?

(b) With technical revisions. The problem with proceeding

througn the Cooperative Corporation Law at this stage in an attempt to
conform it to the new Seneral Corperation Lav is that it would be a sub-
stantial undertaking to determine what chaunges should be made. For
exauple, Section 12400 requires five or more incorporators—Section 290
requires only one; Section (240! requires the articles to state the
names and addresses of the subscribers for shares—-no such provision
appears in the new law; Section 12402 requires the articles to state tle
par value of shares if they have any--Section 205 has a different rule;
Section 12600 permits a majority of shareholders to remove directors--
Section 305 provides much more complex rules.

4. Fut cooperative corporations without shares und-r the new

General Honprofit Corporation Law and cooperative corporations vrith

shares under the unew Gencral Corporation Law. This alternative too
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would be a substantial undertaling, an undertakin: that would be even
more difficult than altarnacive 3(k}.

The staff seeks guildauce from the Cowrission before proceeding
further on this nmatter.

Llectrical cooperatives, The provisicns in the rublic Leilities

Code relating to elecctrical cooperatives, Sections 2781-2753 {(as zdded
by Cai. Stats., 1975, Ch. £3!, § l-=different sections with the saue

numbers were enacted at the same sescion?), merely recoznize the exist-
ence of such corporacions orpanized for the purposes of transmitting or
distributing clectricity exclusively tn ite stockholders or sembers at
cost” and provide certain exceptious from the regulatory authority of

the Public Utilities Commission. o amendment is needed.

T1, MUTUAL CORTOUBATIONS

Backeround

Tiue term ‘cooparative corporestion” is imprecise. Iu the first part
of this nmemoranduwa, it was used to describe corporations organized under
Part 2 of bivisicen 3 of Title 1 of the forporations Ccde. lowever,
features wnich distinguish thz=se cooperatives are alsc charzeteristic of
corporations crganized on @ wotnal basis--typically financial, insur-
ance, and afility cowmpanies, fee U.S. "ureau of Labor Statistics, Jep't

of Labor, Puli. t'o. 'Z211, Gorsumer Cooperatives, passim {1957).

As indicated in the backereund discussion in the first part of this
memorandum, tax excrptions may be available to certain types of mutuval
companies, including credit uniens.

He have found the following veferences to mutuzl companies in Cali-
fornia statutes:

L. lHutual water companies are provided for in Civil Code Sectiom
330.24, Corporations Code Secblons 50°(a) ard 703(d}(in the new General
Corporation Law), and Fublic 'tiiitles Code Sections 2702, 2705, and
2725 et seq.

Z, iutual savings ard loan associations are recognized in Finan-

clal Code Section 5592 which provides that the word “wutual® shall not
be used in the name cf any association organized after 1931 unless it is

organized without stock. UHowever, the law relating to borrowers' mutual
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savinys and loan associations, Tinancial Code Sections 10009-1060%, was
repealed in 1%71. The information we obtained from the Viepartment of
Savings and Loan is that it has been a very lomg time since they have
received any applications for the formation of tmtual savings and loan
associations but chat, if an application were received, they would have
to evaluate it on an individual basis. In any event, Financial Code
Section 5530 provides that associations have the "powers and privileges
provided by the General Corporation Law" except where the Savings and
Loan Association Law is inconsistent.

S« Credit unions (Fin. Code 3j 14300-16000) are described by Sec-

tion 14000 as “cooperative' corporations "organized for the purposes of
promoting thrift amenp its meuwbers and creating a source of credit for
them at lepgal rates of interest for provident purposes.’ However, the
Cooperative Corporation Law (Corp. Code 3 12200 et seq.) is not incor-
porated by reference. Two sections refer to the General Corporation
Law, See Sections 14200 (credit unions incorporated under Credit Union
Law 1in the same wmanner as corporations under the Seneral Corporation Law
eXcept as otherwise provided), 4807 {credit union has seneral powers
conferred upon corporations by the General Corporation Law unless re-

stricted}.

&. wtual insurers include reneral mutual insurecs (Ins, flode

L4010 et seq.)}, countv mutual fire insurers {Ins. Code § 5050 et seq.},
county mutual fire reinsurers (Ins. Code % 7080 et seq.), and general
mutual life and disability iusurers (Ins. Code - 1N442). ‘pparently,
these mutual insurers are governed for certain purposes by the General
Corporation Law. See Ins. Code 33 1140 {except as otherwise provided,
incorporated insurers subjeci to rrovisions of the general corporationm
law)}, 4012 (Section 1140 applies to general mutual insurers except that
provisions of "Corporation Law referring to sharcholders or members
shall be applied as thourh such provisions referred to the policyvholders
or wembers of a mutual®™), 4090 (werser provisions of General Corporation
Law, § 4300 et seq., wot applicable to merger of mutual insurers), 5053
(county mutual fire insurers file articles iu conformity with Corp. Code
§ 308), 5080 (coumty mutual fire insurers have "usual powers' anu are

subject to "‘usual duties” of corporations), 7040 (merger of county



nutual fire insurers notwithstanding Corp. Code 3602}, 7046 (transfor-
mation to general wutual insurer notwithstanding Corp. Code 3€02),
7083 (articles of county rutual fire reinmsurer acknowledged as required
by the "general corporation law™), 8011 ("usual powers," “usual du-
ties"), 0442 (domestic mutual life or disability insurer governed by
Jivision 1 of Title 1 of the Corporations Code}, and 11529 (filing
articles pursuant to Corp, Code § 3670 et seq. in acquisition of stock
in conversion of reserve insurer with capital stock to mutual insurer).

3. TFraternal insurers include frarernal fire insurers {Ius. Code

§ 5030 et seq.), fraternal benefit societies (Ins. Uode & 10970 et
8eq.), and firemen's, policemen's, or peace officers' benefit and relief
associations (Ins. Code ., 11400 et seq.). These corporations or associ~
ations are mutual in nature and are declared to be nonprofit or chari-
table. GSee Fin. Code 3 2081, 20€9 (fraternal fire insurers bind them-
selves to contribute to each other's loss by fire), 9096 (fraternal fire
insurers declared to be charitable and benevolent institutions exsmpt
from taxes), 10990 (fraternal benefit society is conducted solely for
benefit of its members and not for profit}, and 10993 (fraternal benefit
society declared to be charitable and benevolent institution exempt from
taxes}; see also Fin. Code 3$ 11400 (purpose of benefit and relief
associations), 11402 (incorporated benefit and relief associations may
not issue shares of stock), and 11406 (benefits only to members and

beneficiaries).

Staff Kecommendations

The provisions concerning mutual water companies in the Civil Code
should be relocated in the vart of the Public Utilities Code where it
deals with water companies. (See the attached draft of conforming
changes.)

do amenduents are needed to deal with mutual savings and loan ag-
sociations, credit unions, or nutual insurers since they are aovernad
either by their particular laws or the General Corporation Law. Jeeded
anendments should be made by the persons affected by these laws or by
those in charge of amending the General Corporation Law.

The law relating to fraternal insurers does not specifically in-

corporate the General Honprofit “orporation Law; the general nature of
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these insurers and the cross—references contained in the annotated code
indicate that they would be joverned, where appropriate, by the law
relating to nonprofit corporations. The staff does not recommend that

We attempt to clarify this situation.

Respectfully submitted,

Stan G. Ulrich
Staff Counsel
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¥ ‘Memorandum 76-70

B}[HIH.T 1

~ T:I.l:le 1 of Part 2 of Diviaian 3 of Cctrpotatiuna Coﬂe l! 12200—12?56

A § 12200 l}cﬂnﬂmnv mslmoﬂon. Unless thc em‘.ltcxt uﬂmr-
wise requires, the definifions and feneral provisions set’ forth in this

chapter #overn tlic conatructmn of this part.

P

§ 12201 ‘Cooperative vor mmi.un. A “mnpm ative cm'noraﬁtm" SO
© means a corporalion cuompesed of u!tmmtc producers or £OMsUmers,
- or both, organ!zed for Hig purpose of mnducling unz.r lawrui ]Jlib!HLSS'

T prlmurily fo; ﬂm muiual bebefit of its slmrehnlders who may be nat-
ural or legal persons, and the car rﬁugq, savings,. ﬁrbenc-ﬁts of which
are used for the pehoral welfare of {lie sharcholders or palrons or -
‘are distitbuted in the form of cash, sfock, evidencos of lmlnhtvqus,' '
gooils, or sesvices, prnpm'iionut: Iy and equitably ﬂum'xg the porsons -

~ for which §t does business upon {he busis of the amourit pf thich frins.
actions or paz*ticimtmn in production, or both; Iowever, any sich .
corporation mity sy out of i3 not surpius carnings, savings, or benes -
ﬂts not to. nxmed 5 pcrcert lntmmt upan its c.,npltal stoali ;' -

VT

: § 12202 Gnnmmilvr mrpomfmn' emir'ﬂ urg:mimtnm "Ca- |
operntive cnmomilon" Includes any central | OrEI 'tll'm ;:om;med _

’wlwl]y or in part nf mop.;rat:lvo corpnr.muuq

§ 122{1‘ Cﬂnmr-ditm SENTIOBYING | "Ccrrnumhm:“ "mmp \ny,
"asgacmhm], “exchange,” "suuviy,” “learue” and "uninn" are sy

unymaus.

§ 12204 Slmm; sh'm'lmmor. "Shire” mr-nnqn share ol siock :

oora mcmbership shrare, and includes “membership.” “%h-m*hoidcr" .
ma.:ma clth w il lmfdm al o sh.u*e of stod», ot mmﬁx‘n R

§ 12205; J\pphr'aﬁmt of gem-mi nmzpmﬁt mtlnn Inw. “The =
brovislons of Division 2 of 'Fitle £ of this code, relating to nonprofit - -

: cerp{:r.tﬂans, apply ‘1o cooperative corporalions i‘ﬁmmd under this

- part, except where such provisions afe i conflict: with those of this
part.  Corporitions formed under this part hm'c and t-njny wll righiw, .
powers, and. privileges granted generally to corporations by the Lawvs -
of this State, except as may bL ineonustvnt with the pxmnslons uf

this purt.




ng Its articles of Jncorporation in {lic Manncr- proseribed-by the Gen- -
ot Veml Corporation . Law? to conforn to the provisions of ﬂua papt s
e Whemmr any ';cm pmdﬁon has 'maendcd dts &l‘iic]gg Qf_\ - How

1110?3 m'glaﬁaed“ nnﬂ uxiating m:ﬂcr. :md culitk:d tn ﬂ}ahpm-.hépf’ ahtf 'j_
- subject 1o Ahe provisions ‘of, fhis part for ull i!tli Poicey :
e 'though oriy mallvmi,anizetl un:!w thts pmt,

§ 12439. Furmatmn' numheruf hlcnrpomtnrs;

- 'mrmbréthana."‘ HERIT

3 :ffsrmn serve untit the fitst annual foeting. - -

- mke 1n the’ ﬂﬂﬂml‘ﬂﬁoﬂ.

- -vtmd thepar vatuu ﬂl'_eﬁchﬁlm‘;

B H 12493_

§ 12206. Dringing norporniinn under provisions of part; aniend-
ment of aﬂicles. Any corporation organized undor any other law of
this State may bring jtself under the provisions of this part by amend-

of. mm'e;parm mux fm m a ebm:eia ve corpui'aﬁo_r_i_

N

{d} The :;umrm of lt& et!mfhém,, hft'_ :

. () ‘Tha. namies ' postoflico, addrrisps
: ,sh:m:s and &-gtatement. af t’he nﬁmbtr nt shiu

: Hmm!. of nihw nml mem iirs;i
tt_wr urboihafthqﬂu}hmlng tps
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S reﬂ:;mpﬁm piies, or the:

et
- !mﬁm forany ﬂmx

L tode bu&hmﬁ he shurchbliders shall nd
o _wﬂh thu prﬁ kﬁm of this part.

§ 12404_. Classos of"ﬂhm'm;" statemont of jimf value aud ,pﬁai‘; :
ercuces, privileges, and restrietions; authority of board o chungo, - T
It the cm'pnmtlnn is uuthrmzcd to isquemum than om- cl:tssof'sburest e

‘ or the he
Hdeisd Tato, tlm mhvmrsio ighta&
-izquidau_m_ prefe
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L earnings.

- vlen prisieils, wlin clati e direel
pot by divectors, . all 6f nhum Al

(d) The purchase of .shms us uufhoruod
o - (e) Calting of mattim's of h]]ﬂl’ﬂhU!l’!t'l'ﬁi
B 13 I’!nctian of thre(,lors '

R _'{g) ﬂ’lie numlmr uf shamlmldcrs‘
Corpum,

(h}"l'lie_ methud nr retmniﬂg ul i -dist:

_ {1} Such oihar ruks and mguhtif;ns &3 thedlregm oIy neecs- -
sary Ior thu proper numagvment of the bushm U ji;;titm.]- o

;:§ 12453. Yoy maﬂrm of Qitrictss ﬂusimt mmmm, clietion of o

arvs. which in t!m npini.m uf Ay shmi

" or more delegates to z'eproq@n thei
- mectings of th¢ corporation. in a: nmm‘ ﬁ.‘;‘jﬁ_‘in the by -
- Jaws,. The votc of- sich delozilos shalf he the vote of il the shidre-
- haldets, appenrlrie -Upon: the biks of the CUEPor siding in
their respoctive. districts, nn all qum;timm nut cmr mi by Ihﬁafq suh- '
milteﬂ i‘n uil slrn'c-}mklcrs - o B

- § 12600 Manug«-mmt of mrlmmﬂnn hv {numl' e‘lénlkm of t’ll..'_ .

- “delegates; volo of dalépales, A covperitive: mmemﬁm mwﬁng n.n_-_ -

ﬁt’iﬂ BIH'cml

fion s roding i
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§ 12700. Bpecial mecllng nt request of shareholders.  Upon-
written request of at least 20 percent of the shareholders, the seere-
. tary shall call a special meeting of the sharcholders for the purpose
to which the request relafes.

1 12700, Quoram

At any mecting of the charcholdvrs, the presence in porson of 250 holdors of
sharea having votlvg righin, or such lesser member of such persons as ehadl equal
& perecent of all of the helders of such shiares, constiluivs n quoruz for the Erans
action of Luslaess, unlrss (he by-lnws reyvire a grenter mymler, or percentage, (An
amended Siots 1957, ¢ 3149, 0. 2774, § 1) )

§ 12702. voting rights. Any holder of shares having voting
rights is cntitled 1o ensi one vote and no more, regirdless of the
number of shares or memberships held Ly him, except as provided in
Scctlon 12405,

§ 12703. Proxles, There shall be no voting by proxy, cxcept
ag provided in Section 12153, . o '

§ 12704. vVoling Ly nbsent sharcholders. At any mceting of

- the sharcholders the wrilien vote of an absent sharcholder, signed

by him, shall be received and counted i€ {(a) he has been previously
notified, in writing, of the cxact motion, resolution, or nominalion
upon which the vote is taken, and (b) o copy of the motion, resolu~
tion, or nominaticn has been forwarded with, and aitached by him to,
the written vote.

§ 12705, Referemdum. The secrofary shall cavse a referendum
vote to be {aken by mall upon any action or recemmendation pro-
posed in writing by 20 percent of 1he sharvchoklers of the corpora-
tioh. ‘

§ 12800. »romeiion expenses; fimHatlon on payment. None
of the funds of any corporation ormanized under this part shall be
used nor shall any shares ol stock or memberships of such corpora-

tion be used in payment of any promotion of the corporaiion for
commission, salaries, or expenses of any kind whatsoever, in excess
of 10 percent of the paid-up capital stock. Towever, this seclion
does not authorize any act prohibited by any provision of the corpo-
ration laws of this Stale placing restrictions upon the issue of stock,
certificades of interest, or other sceurities, or uponn the payment of
promolien cxpenses or compensalion for promotion,

-

§ 12801. Stock certificates; Jssuanes when fully pald. Cer-
Ufleates of stock shall not be issucd to any subscriber until fully paid.




§ 12802. Purchase of business of another; payment It shares
or memberships; approval by shavcholders. When a couperalive cor-
poration purchuses the business of any other association, corporation,
or person, i may pay for {he puichase wholly o partly by the issue of
shuares ol its capita) stock or menberships 1o an amntmt: whieh af pas
value would equal the fair market value of e business purchased,
or wholly or purily i goods and services. equal {o the {air markoet

value of the bisiness purchased, or hy any combination of shmc-s, :

wemberships, rdods, nnd seevices 1o That amount.
No such pirchasge shall be mm}r- untii the prnpnﬂl therefor lms

“beon submltted by the directors lo a moecting of ihe sharcholders

duly convened, with nolive of 1he ;:mposui adtion, and with an item-
jzed statement of aszots and Habilitics of the Business propused m he
purchased which shal inelude e volue of the good will, patents, and.

other jnf angille assets as a separatoe jtem, and-ihe froposal has hm-n_

mtmul by s m.njumly \‘n(o of the shar choldors,

8 12893 l'nrchal.r- of own hh'll‘{"‘i or nwmlu-rﬂ,lnps. The corpa-

ratioi his 1he right to pur chise; at bouk value as eonelusively deter-
mined by the direclors, any of ils shares or memhm‘ships offercd for

“transer, or the stoc L o ['!11h€'thl[) of. "my dccmsud blmruhn}dcr '

§ 12894 lnw-.hnﬂnt n ‘ﬂ!'h("ii oz mnmhcrshijm nf Bﬂmr cor-
: pnrnfmm. Tho corporation may, by a mafority votc of the share-
holders, invest hot to exceed 25 pereent of its capital, in the cupn[al

stnck :sharcs. or mcmherslups of any othm' co"pnmunn.

8§ 12305 7 Feq{-wo fmf!s and t!ivnlemls

(2) btm:!:.&mviugs :Lml earnings; reserve h.:ul :Ih-itlr-nﬂ The‘ _
direciors shall apporlion any net. vurylus-&wings and carnings by
-first setting aside at least 10 poreent thereof for a uwc,we fand uniit

the roserve fund equals 30 percent of ihe paid-up shares, and {leres

~after the ‘diveciors may -continue to st aside 10 percent of the net .

surplus-sayvings for a yoserve fund,  The direcions “may ilien dm.lum

dividend upon the prid-up shares at a yearly rate ;mt tn excet:d r—r
_ccnt No stich d!vidoncl shall be cumudative,

(b] Lclum#mm; fm:d The directors may 1hcn sr.-'r aqido such

an amount of the remalning sur phin-savings or e nings as may be

provided in the & .}y~mws as an educailpnnl f!.ll"t" lﬂ be used in tnudnng
cooperation, '

{c} lrhzltlm:ds to mfmm' use of sur!-.m-wwmgq fur rrm\ml wels -

: fm'o. ~The diveelors nay distribute. wl] remaining surpiis-savings o1

earnln;"b unlfmmly 10 putmns ol the corparation wlm nre sharchold-

ers, amt in the diseretion: of the mnum alion, Hn-v ey also disiribute -
uniform sur pluﬂ-qawm,'q to patrons who aye not’ slmmlm?ﬂcm, brawed

In amount upon ihe volune of business transacied with the corponTi-
tion by such patrons. The rate of such distribution, aid 1he ratio of
savings returns to shareholders and nonshareholtors shall be deler-

mined by resolution of the divectors,  However, surplus-savings or.

earnings shall rot be distributed to ponsharcholder eitrons wless at
least OC percent of such aunount is applied 1oward purchase of shares
in the corporation. o . :
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of selling, distributing, cuppiying or dellvering water For trelgation
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that water shall be aold, distylbored, supplied or detivered only to

owners of its shares and that suck shares shall be appurteonant to cor-
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during any emergency resuilleg from fire or othes disaster invelying
danger to publlc healtlh or satfery, e apy sersop i the =ame rates as bo
holders of shaves ol sl corporavionay and provided Yarchers, fhat any
astcly corporation @iy eptor iuto o conbract with @ county Tiee protection

district te furnlsh wiater o Fire hydrants ond for fire soppresstien or
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tion 2714.

(457168 Livil Code & 130, 26

SEC. {31, Section 330.76 ol the Olvid Code 1= repea Led.
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045/170 Corp. Code § 502

Corporations Code 7 602 (amended)

SEC. [5]. Section 602 of the Corporations Code is amended to read:

602. (a) Unless otherwise provided in the articles, a majority of
the shares entitled to vote, represented in person or by proxy, shall
constitute a guorum at a meeting of shareholders, but in no event shall
a quorum consist of less than one-third {er; in the case of a mutual

water esmpanyy 29 pereernsd of the shares entitled to vote at the
meeting or, except in the case of a close carporation, of more than a
majority of the shares entitled to vote at the meeting. If a quorum is
present, the affirmative vote of the majority of the shares represented
at the weeting and entitled to vote on any matter shall be the act of
the shareholders, unless the vote of a greater number or voting by
classes is required by this division or the articles and except as
provided in subdivision (b).

(b} The shareholders present at a duly called or held meeting at
which a quorum is present may continue to transact business until ad-
jourmment notwithstanding the withdrawal of encugh shareholders to leave
less than a quorum, if any action taken (other than adjournment) is ap-
proved by at least a majority of the shares required to constitute a
quorum,

(¢) In the absence of a guorum, any meeting of shareholders may be
adjourned from time to time by the vote of a majority of the shares
represented either in person or by proxy, but no other business may be
transacted, except as provided in subdivision (b).

Comment. Subdivision (a) of Section 602 is amended to delete the

reference to wutual water companies. The substance of the deleted lan~

guage is continued in Public Utilities Code Section 2717.

o



0454175 Corp. Gode i 70§

Corporations Lode 5 705 {(amended)

SEC. [¢].  Gection 708 of the Corporations Code is amended to read:

703. {a) Every shareholder complying with subdivision (b) and en-
titled to vote at any election of directors may cwwulate such share-
holder's votes and give one candidate a nuwmber of votes equal to the
number of directors to be elected wultiplied by the number of votes to
which the shareholder’s shares are entitled, or distribute the share-
holder’s votes on the same principle among as many candidates as the
shareholder thinks fit.

(b) Yo sharcholder shall be entitled to cumulate votes {i.e., cast
for any one or more candidates a number of votes greater than the number
of the shareholder's shares) unless such candidate or candidates' names
have been placed in nomination prior to the voting and the shareholder
has given notice at the meeting prior to the voting of the shareholder's
intention to cumulate the shareholder's votes. If any one shareholder
has given such notice, all shareholders may curulate their votes for
candidates in nomination.

(c) In any election of directors, the candidates receiving the
ulghest number of votes of the shares entitled to be voted for them up
to the number of directors to be elected by such shares are elected.

€43 Subdivisier {2} appliies to the sharehelders of apy mutuad
water eempany erganized er ewistins fer the purpese of deldiverins
water #9 its csharchelders st cest er lands leested within the beundawies
of eme oy more reelamation distriets new ow hercafter tegatiy ewissing

in this state and ereated by er formed wnder the previsiens of any
¥



Pub. Util, Code § 2713

ctatute ef this seatey buk does net etherwise apply ts the shareholders
ef pmtual weater eempanies unitess thedz ereieles er bylaws se previdesr
ey (d) Elections for directors need not be by ballot unless a
shareholder demands election by ballot at the ueeting and before the
voting begins or unless the bylaws so require.
Comment. Section 708 is amended to delete the reference to rnutual

water companies. The substance of subdivision (d) is continued as Pub-
lic Utilities Code Section 2718,

368/263 Pub. Util. Code § 2713

Public Utilities Code 5 2713 {(added)

SEC. [7]. Section 2713 is added to the Public Utilities Code, to
read:

2713. Any corporation organized for or engaged in the business of
selling, distributing, supplying or delivering water for irrigation
purposes, or for domestic use, wmay provide in its articles or bylaws
that water shall be sold, distributed, supplied or delivered only to
owners of irs shares and that such shares shall be appurtenant to cer-
tain lands when the same are described in the certificate issued there-
for; and wien such certificate is so issued and a certified copy of such
articles or bylaws recorded in the office of the county recorder in the
county where such lands are situated the shares of stock shall become

appurtenant to the said lands and shall only be transferred therewith,



Pub. Util. Code : 2714

except after sale or forfeiture for delinquent assessments thereon as
provided in Section 2716. I!otwithstanding such provision in its arti-
cles or bylaws, any such corporation may sell water to the state, or any
department or agency thereof, or to any school district, or to any
public agency, or, to any other mutual water company or, during any
emergency resulting from fire or other disaster involving danger to
public health or safety, to any person at the Same rates as to holders
of shares of such corporations; and provided further, that any such
corporation may enter into a contract with a county fire protection
district to furnish water to fire hydrants and for fire suppression or
fire prevention purposes at a flat rate per hydrant or other ccnnection,
In the event lands to which any such stock is appurtenant are owned or
purchased by the state, or any department or agency thereof, or any
school distriet, or public agency, such stock shall be canceled by the
secretary, but shall be reissued to any person later acquiring title to
such land from the state department, agency, or school district, or
public agency.

Comment. Section 2713 is substantively identical to former Civil
Code Section 330.24.

368/261 Pubk, Util Code ¢ 2714

Public Utilities Code 2714 (added)

SEC. [8]. Section 2714 is added to the Public Utilities Code, to
read:
2714, (a) Any corporation, including a nonprofit corperation orga~-

.



fub, Util. Code 3§ Z714

nized for or engased in the business of developing, distributing, sup-

plying, or delivering water for irrigation or domestic use or both, may
provide in its articles, or way amend its articles to provide, that its
only purpose shall be to develop, distribute, supply, or deliver water

for irrigation or domestic use or both to its nembers or shareholders,

at actual cost plus necessary expenses.

(b) The amendment of the articles nay be accomplished by:

(1) The passage by a three-fourths vote of the wembers of the board
of directors of the corporation of a resolution adopting as the purpose
of the corporation the purpose set forth in this section.

(2} The signing, verification, and filing in the manner prescribed
in Chapter 7 (commencing with Section 900} of the General Corporation
Law or Chapter 9 {(commencing with Section 5910} of the General UWonprofit
Corporation Law, whichever is applicable, of a certificate setting forth
the resoluticn and the wanner of its adopticn.

(¢} Such corporation shall not distribure any gains, profits, or
dividends to its mewmbers or sharecholders cxcept upon tne dissolution of
the corporation.

Comment. Section 2714 is the same in substance as former Civil
Code Section 330.25. Subdivisica (b)(2) provides that the signing,
verification, and filing of the certificate of amendment shall be accom—
plished in the manner provided by the General Corporation Law or the

General Honprofit Corporation Law, depending on which provisions normal-

ly apply to the water companvy amending its articles,



4047339 Fub, Util., Code § 2715

Public Utilities Code § 2715 {added)

SEC. [9]. Section 2715 is added to the Public Utilities Code, to
read:

2715, ‘henever the owner of real property to which water stock by
the terms of the certificate thereof is attached or appurtenant at the
time of conveyance, by properly executed conveyance, transfers to
another the real property with the appurtenances belonging to the prop-
erty, or whenever title to the property passes by execution sale, or by
foreclosure or probate proceedings, the secretary of the water company
which issued the stock shall, upon exhibition to him of a deed of the
land duly recorded, or the necessary court order duly recorded, issue to
the grantee named in the conveyance a new certificate of stock for the
number of shares attached or appurtemant to the land as shown by the
books and records of the company. The secretary of the water company
shall enter the name of the grantee upon the books of the company as the
owner of the shares of stock and shall cancel on the books the number of
former shares of stock so attached or appurtenant tc the land though the
lands stands in the pame of the grantor or of any previous owner of the

land, or of any other person.

Comment. Section 2715 is identical to former Civil Code Secction
330. 26,

~11-



G45/190 Fub. Util, Code & 2716

Public Utilities Code . 2716 {(added)

SEC. [10]. Section 2716 is added to the Public VUtilities Code, to
read:

2716, Any corporation organized for or engaged in the business of
selling, distributing, supplying or delivering water for irrigation pur-
poses or domestic use, and not as a public utility, may levy assessuents
upon its shares, whether or not fully paid, unless otherwise provided in
its articles or bylaws. If any shares of any such corporation which
have been uade appurtenant to any land as provided in Section 2713,
become delinquent in the payment of assessments, the right to receive
water or dividends thereon may be denied, and they may be sold and
transferred without sald lands as if not appurtenant thereto, and the
purchaser shall acquire the right to receive water as provided in the
articles or bylaws of the corporation, or they may be forfeited to the
corporation.

Comment. Section 2716 is substantively identical to subdivision
(2) of former Civil Code Section 331.

4459 Pub, Util. Code § 2717

Publdc Vitilities Code § 2717 (added)

SEC. [11}. Section 2717 is added to the Public Utilities Code, to
read:

2717. A quorum at a meeting of shareholders of a mutual water com-
pany may not consist of less than 20 percent of the shares entitled to

vote at the meeting.
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Pub. Util, Code % 2713

Comment. Section 2717 continues the substance of a portion of sub-

division (a) of Section 602 of the Corporations Code.

4460 Pub. Util. Code § 2713

Public Utilities Code § 2718 (added)

SEC. [12]. Giection 2718 is added to the Public Utilities Code, to
read:

2718. Subdivision (a) of Section 708 of the Corporations Code, re-
lating to cumulative voting, applies to the shareholders of any mutual
water company organized or existing for the purpose of delivering water
to its shareholders at cost on lands located within the boundaries of
one or more reclamation districts now or hoceafter legally existing in
this state and created by or forwed under the provisions of any statute
of this state but does not otherwise apply to the sharcholders of mutual
water companies unless their articles or bylaws so provide,

Comment, Section 2718 is substantively identical to former subdi-

vision (d) of Section 708 of the Corporations Code.
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